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funds in excess of $100,000 (for each ap-
plicable allocation) drawn for adminis-
trative purposes. Any administrative
amounts associated with a particular
state grant shall be deducted from the
aggregate totals upon closeout of that
state grant.

(B) An accounting process developed
and implemented by the state which
provides sufficient information to dem-
onstrate that the requirements of this
subsection are met.

(2) The state may not charge fees of
any entity for processing or consid-
ering any application for CDBG fund,
or for carrying out its responsibilities
under this subpart.

(3) The state and its funded units of
general local government shall not ex-
pend for planning, management and ad-
ministrative costs more than 20 per-
cent of the aggregate amount of the
annual grant, plus program income and
funds reallocated by HUD to the State
which are distributed during the time
the final Statement for the annual
grant is in effect. Administrative costs
are those described at § 570.489(a)(1) for
states, and for units of general local
government those described at sections
105(a)(12) and (a)(13) of the Act.

(b) Reimbursement of pre-agreement
costs. The state may permit, in accord-
ance with such procedures as the State
may establish, a unit of local govern-
ment to incur costs for CDBG activi-
ties before the establishment of a for-
mal grant relationship between the
State and the unit of general local gov-
ernment and to charge these pre-agree-
ment costs to the grant, provided that
the activities are eligible and under-
taken in accordance with the require-
ments of this subpart and 24 CFR part
58.

(c) Federal grant payments. (1) Pay-
ments. The state shall be paid in ad-
vance in accordance with Treasury Cir-
cular 1075 (31 CFR part 205). The State
shall use procedures to minimize the
time elapsing between the transfer of
grant funds and disbursement of funds
by the State to units of general local
government. Units of general local gov-
ernment shall also use procedures to
minimize the time elapsing between
the transfer of funds by the State and
disbursement for CDBG activities.

(2) Interest on advances. Interest
earned by units of general local govern-
ment on grant funds before disburse-
ment of the funds for activities is not
program income and must be returned
to the Treasury, except that the unit of
general local government may keep in-
terest amounts of up $100 per year for
administrative expenses. However, the
state shall not be held accountable for
interest earned on grants for which
payments are made in accordance with
paragraph (c)(1) of this section pending
disbursement for CDBG activities.

(d) Fiscal controls and accounting pro-
cedures. (1) A state shall have fiscal and
administrative requirements for ex-
pending and accounting for all funds
received under this subpart. These re-
quirements must be available for Fed-
eral inspection and must:

(i) Be sufficiently specific to ensure
that funds received under this subpart
are used in compliance with all appli-
cable statutory and regulatory provi-
sions:

(ii) Ensure that funds received under
this subpart are only spent for reason-
able and necessary costs of operating
programs under this subpart; and

(iii) Ensure that funds received under
this subpart are not used for general
expenses required to carry out other
responsibilities of state and local gov-
ernments.

(2) A state may satisfy this require-
ment by:

(i) Using fiscal and administrative re-
quirements applicable to the use of its
own funds;

(ii) Adopting new fiscal and adminis-
trative requirements; or

(iii) Applying the provisions in 24
CFR part 85 ‘‘Uniform Administrative
Requirements for Grants and Coopera-
tive Agreements to State and Local
Governments.’’

(e) Program income. (1) For the pur-
poses of this subpart, ‘‘program in-
come’’ is defined as gross income re-
ceived by a state, a unit of general
local government or a subrecipient of a
unit of general local government that
was generated from the use of CDBG
funds, except as provided in paragraph
(e)(2) of this section. When income is
generated by an activity that is only
partially assisted with CDBG funds,
the income shall be prorated to reflect
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